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Attorneys for Arizona Public Service Company

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

| TOM FORESE, Chairman

BOB BURNS

- ANDY TOBIN
- BOYD DUNN

JUSTIN OLSON

. IN THE MATTER OF THE
- APPLICATION OF ARIZONA PUBLIC

SERVICE COMPANY FOR A HEARING

- TO DETERMINE THE FAIR VALUE OF

THE UTILITY PROPERTY OF THE
COMPANY FOR RATEMAKING

- PURPOSES, TO FIX A JUST AND

REASONABLE RATE OF RETURN

- THEREON, TO APPROVE RATE
' SCHEDULES DESIGNED TO DEVELOP
- SUCH RETURN.

~IN THE MATTER OF FUEL AND

PURCHASED POWER PROCUREMENT
AUDITS FOR ARIZONA PUBLIC
SERVICE COMPANY.

DOCKET NO. E-01345A-16-0036 \

ARIZONA PUBLIC SERVICE
COMPANY'’S NOTICE OF INTENT
TO FILE A SELECTIVE
CATALYTIC REDUCTION RATE
RIDER

DOCKET NO. E-01345A-16-0123
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L INTRODUCTION

APS provides 60 days’ notice of its intent to file a Selective Catalytic Reduction

(SCR) Rate Rider Application (Application) to permit recovery of costs associated with
the installation of SCR equipment at the Four Corners Power Plant Units 4 and 5 (SCR
Rate Rider). Consistent with Decision No. 76295 (August 18, 2017), this Application
will be narrow in scope and will not raise issues beyond those contemplated by Section
9 of the approved Settlement Agreement. APS intends to file the Application on
February 28, 2018. The Application will propose that the SCR Rate Rider go into effect
as soon as possible, but no later than January 1, 2019.

II. BACKGROUND
To meet the Regional Haze Regulations authorized under the federal Clean Air

Act, the EPA’s Federal Implementation Plan (77 FR 165, August 24, 2012), and the
Consent Decree entered on August 17, 2015, the Company must install SCRs on Units 4
and 5. Under APS’s agreement with the federal EPA and environmental groups, the first
SCR must be in operation by March 31, 2018 and the second SCR by July 31, 2018.
This equipment will significantly reduce emissions of oxides of Nitrogen (NOx) and
Sulfur (SO,), which contribute to regional haze, while enabling APS to continue using
this important resource to supply its customers with baseload generation.

APS is on track to meet the compliance deadlines set by the federal government.
The Company finished installing the SCR equipment at Unit 5 and put the equipment
into operation on December 17, 2017. APS is in the process of installing SCR
equipment on Unit 4 and expects the Unit 4 equipment to be completed and fully
operational by April 2018. However, due to the timing of the SCR installation, APS
could not include the SCR installation costs in its last general rate case. The deferral
and step increase approved in Decision 76295 were mitigating alternatives to APS
having to immediately file another rate case. The deferral order authorized the

Company to defer all non-fuel costs (as defined herein to include all O&M, property
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taxes, depreciation, and a return at APS’s embedded cost of debt in this proceeding) of
owning, operating and maintaining the SCRs for possible later recovery through rates.
This Docket was held open for the sole purpose of allowing APS to file this Application
to request its rates be adjusted to reflect the revenue requirement and deferral costs
associated with the SCRs.

III. KEY ISSUES AND EFFECTIVE DATE

The requested amount of rate adjustment is still pending finalization, however the
project’s direct capital costs are currently tracking to be slightly lower than the $400
million that was previously forecasted in APS’s last general rate case. Additionally, the
Application will include indirect costs and Allowance for Funds Used During
Construction (AFUDC) of approximately $40 million. These costs will be updated with
the Company’s Application.

Consistent with what was previously discussed in the Company’s last general rate
case, the Application will request a revenue requirement adjustment of approximately
$70 million. The revenue requirement adjustment will be revised and updated to reflect
the newly enacted federal tax legislation. = APS will propose that this revenue
requirement be recovered as an equal percentage adjustment to the base rate portion of
customers’ bills', which would equate to an approximate 2% customer base rate bill
impact.

The four key issues that APS intends to include in its Application are:

e Fair Value Return on Rate Base - APS will propose using the Weighted
Average Cost of Capital (WACC) established in APS’s last general rate
case of 7.85% and the Fair Value Increment (FVI) also established in
APS’s last general rate case of 0.8% for determining the fair value return

on rate base.

' ' For AG-X customers, the 2% will be applied only to the non-generation portions of their bill.

7Y «
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. Return on Deferral - As agreed upon in the approved Settlement
Agreement, APS is using the Embedded Cost of Debt established in APS’s
last general rate case of 5.13% for the deferral.

o Depreciation Rate - APS will propose a 5% depreciation rate based on the
straight-line method using end-of-life assumptions of 2038, consistent
with end-of-life assumptions used in the depreciation study approved in
Decision No. 76295.

. Deferral Amortization - APS will propose amortizing the deferral over 5
years. Including depreciation expense, property taxes, and a capital
carrying charge (calculated using the embedded cost of debt of 5.13%
established in APS’s last general rate casé), APS estimates the total
deferral costs for both SCRs would be approximately $25 million.

The approved Settlement Agreement acknowledged that the parties would use
“good faith efforts to process the rate adjustment request such that any resulting rate
adjustment becomes effective no later than January 1, 2019, pursuant to Section 9.1”.
An effective date of January 1, 2019 would involve processing APS’s Application
within 10 months. However, APS supports concluding this matter as expeditiously as
possible and believes it can be resolved sooner. APS intends to continue its practice of
diligent work with all stakeholders to efficiently process this Application. To help
achieve this outcome, APS will confer with the parties on key issues, and hold a
technical workshop on January 18, 2018 for greater clarity and transparency. In
addition, to encourage open dialogue, APS plans to invite interested parties to also begin
informal settlement discussions at that time. These efforts, among others, will assist in
resolving this matter most efficiently.

IV. TENTATIVE WITNESS LIST AND SCHEDULES
To support the Company’s request and the issues identified, the following is a

preliminary witness list for APS and the topic each will address in their testimony:
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Barbara Lockwood Overview of the Application
Elizabeth Blankenship Revenue Requirement
Ms. Lockwood will provide testimony about the history and importance of this

project and the Four Corners Generation Plant. She will also provide testimony

| supporting the prudence of the transaction and customer bill impacts. Ms. Blankenship

will describe the various rate base and operating income adjustments that comprise the

revenue requirement, demonstrate that the operating income resulting from the rate

. adjustment will not result in a return on rate base in excess of what was authorized in

APS’s last general rate case, and explain how the Rate Rider will be calculated.

In addition, consistent with Section 9.3 of the Settlement Agreement in APS’s
last general rate case, the Application will contain the following schedules: (1) the most
current APS balance sheet at the time of filing; (2) the most current APS income
statement at the time of filing; (3) an earnings schedule that demonstrates that the
operating income resulting from the rate adjustment does not result in a return on rate

base in excess of that authorized by this Agreement in the period after the rate

| adjustment becomes effective; (4) a revenue requirement calculation, including the

" amortization of any deferred costs; (5) an adjusted rate base schedule; and (6) a typical

bill analysis under present and filed rates.

V. CONCLUSION
APS plans to file its Application on or about February 28, 2018 with a proposed

 effective date for new rates as soon as possible, but no later than January 1, 2019.

RESPECTFULLY SUBMITTED this 29" of December 2017.

By: I ( .

Thothas A Loquvam

Thomas L. Mumaw

Melissa M. Krueger

Amanda Ho

Attorneys for Arizona Public Service Company
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ORIGINAL and fifteen (15) copies
of the foregoing filed this 29th day of
December 2017, with:

| Docket Control
ARIZONA CORPORATION COMMISSION

1200 West Washington Street
Phoenix, Arizona 85007

COPY of the foregoing emailed / mailed
this 29th day of December 2017, to:

Elijah Abinah

Utilities Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007

Ann-Marie Anderson
Wright Welker & Paoule, PLC
10429 South 51st Street, Suite 285

i Phoenix, AZ 85009

Stephen Baron

Consultant

J. Kennedy & Associates

570 Colonial Park Drive, Suite 305
Roswell, GA 30075

Kurt Boehm

| Attorney

Boehm, Kurtz & Lowry

| 36 East Seventh Street, Suite 1510

Cincinnati, OH 45202

John B. Coffman
John B. Coffman, LLC
871 Tuxedo Blvd.

- St. Louis, MO 63119

Albert Acken

Ryley Carlock & Applewhite
One N. Central Ave., Ste 1200
Phoenix, AZ 85004-4417

Brendon Baatz

Manager

ACEEE

529 14th Street N.W., Suite 600
Washington, DC 20045-1000

Patrick Black

Attorney

Fennemore Crai

2394 East Camelback Road, Suite 600
Phoenix, AZ 85016

Bradley Carroll
Assistant  General
Regulatorly

Tucson Electric Power Company
88 East Broadway Blvd.

Mail Stop HQE910

P.O. Box 711

Tucson, AZ 85702

Counsel, State

Steve Chriss

Senior Manager, Energy Regulatory
Analysis

Walmart Stores

2001 Southeast 10th Street
Bentonville, AR 72716-5530
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Brittany L. DeLorenzo
Corporate Counsel

I0 DATA CENTERS, LLC
615 N. 48th St.

Phoenix, AZ 85008

Greg Eisert
Director
Chairman
Sun City Homeowners Association
10401 W. Coggins Drive

Sun City, AZ 85351

Government Affairs

Giancarlo Estrada

Kamper Estrada, LLP

3030 N. Third St., Suite 770
Phoenix, AZ 85012

Denis M. Fitzgibbons
FITZGIBBONS LAW OFFICES,
PLC

P.O. Box 11208

Casa Grande, AZ 85230

Jason D. Gellman

Snell & Wilmer LLP

400 E. Van Buren Street, Suite 800
Phoenix, AZ 85004

Meghan Grabel

Attorne

Osborn {/laledon, P.A.

2929 North Central Avenue
Phoenix, AZ 85012

Garry D. Hays

Attorney

Law Offices of Garry D. Hays, PC
2198 E Camelback Rd, Suite 305
Phoenix, AZ 85016

Kevin Hengehold
Energy Program Director
Arizona Community Action

Association
2700 n. 3rd St., Suite 3040

| Phoenix, AZ 85004

Jody Cohn

Attorney

Boehm, Kurtz & Lowry

36 E. Seventh St., Suite 1510
Cincinnati, OH 45202

Jim Downing
PO Box 70
Salome, AZ 85648

Nicholas Enoch
Attorney

Lubin & Enoch, P.C.
349 North Fourth Ave.
Phoenix, AZ 85003

Patricia Ferre
P.O. Box 433
Payson, AZ 85547

Richard Gayer
526 W. Wilshire Dr.
Phoenix, AZ 85003

Al Gervenack

Director

Property Owners & Residents
Association

13815 Camino del Sol

Sun City West, AZ 85372

Tom Harris

Chairman

Arizona Solar Energy
Association

2122 W. Lone Cactus Dr. Suite 2
Phoenix, AZ 85027

Industries

Chris Hendrix

Director of Markets & Compliance
Wal-Mart Stores, Inc.

2011 S.E. 10" Street

Bentonville, AR 72716
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Timothy Hogan

Attorney

Arizona Center for Law in the Public
Interest

514 W. Roosevelt St.

Phoenix, AZ 85003

Thomas A. Jerigan
139 Barnes Drive, Suite 1
Tyndall AFB, FL 32403

Briana Kobar

Program Director

Vote Solar

360 22nd Street, Suite 730
Oakland, CA 94612

Curt Ledford
McDonald Carano Wilson, LLP
2300 West Sahara Avenue, Suite

- 1200

Las Vegas, NV 89102

Craig Marks

Attorney

AURA

10645 N. Tatum Blvd. Ste. 200-676
Phoenix, AZ 85028

Jay Moyes

Moyes Sellers & Hendricks Ltd.
1850 N. Central Ave., Suite 1100
Phoenix, AZ 85004

Michael Patten
Attorney
Snell & Wilmer LLP

| One Arizona Center
400 E. Van Buren Street, Suite 1900
| Phoenix, AZ 85004-2202

Ebony Payton
139 Barnes Drive, Suite 1
Tyndall AFB, FL 32403

Kevin Higgins

Energy Strategies, LLC

215 South State Street, Suite 200
Salt Lake City, UT 84111

Steve Jennings

AARP

16165 N. 83rd Ave, Suite 201
Peoria, AZ 85382

Alan Kierman

Director of Real Estate & Special
Counsel

IO Data Centers

615 N. 48th Street

Phoenix, AZ 85008

Andy Kvesic

Legal Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007

Samuel L. Lofland

Ryley Carlock & Applewhite
One N. Central Ave., Ste 1200
Phoenix, AZ 85004-4417

Robert Miller

Utilities Liaison Committee Chairman
Property Owners and Residents
Association

Jason Moyes

Moyes Sellers & Hendricks Ltd.
1850 N. Central Ave., Suite 1100
Phoenix, AZ 85004

Greg Patterson

Attorney

Munger Chadwick

916 West Adams Suite 3
Phoenix, AZ 85007
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Daniel Pozefsky

Chief Counsel

RUCO

1110 W. Washington, Suite 220
Phoenix, AZ 85007

Pat Quinn

AURA

5521 E. Cholla St.
Scottsdale, AZ 85254

Court Rich
Attorney
Rose Law Group, pc

7144 East Stetson Drive, Suite 300

Scottsdale, AZ 85251

| Lawrence Robertson, Jr.

Attorney At Law

210 West Continental Road
Suite 216A

Green Valley, AZ 85622

Jeff Schlegel

SWEEP :

1167 W. Samalayuca Dr.
Tucson, AZ 85704

Sheryl A. Sweeney

Ryley Carlock & Applewhite
One N. Central Ave., Ste 1200
Phoenix, AZ 85004-4417

Emily A. Tornabene
Lunin & Enoch, PC
349 North Fourth Avenue
Phoenix, AZ 85003

Paul J. Walker

Executive Director
ConservAmerica

971 South Centerville Road
PMB 139

Sturgis, MI 49091

Robert L. Pickels, Jr.

Sedona City Attorney's Office
102 Roadrunner Drive
Sedona, AZ 86336

Steven Puck

Director Government Affairs

Sun City Homeowners Association
10401 W. Coggins Drive

Sun City, AZ %5351

Kaitlyn A. Redfield-Ortiz
Lubin & Enoch, P.C.

349 N. 4th Avenue
Phoenix, AZ 85003

Rob Robbins
President
Property
Association
13815 Camino del Sol
Sun City West, AZ 85372

Owners &  Residents

Timothy Sabo

Snell & Wilmer
400 East Van Buren
Suite 1900
Phoenix, AZ 85004

Thomas E. Stewart

General Manager

Granite Creek Power & Gas LLC
5316 East Voltaire Avenue
Scottsdale, AZ 85254-3643

Gregory W. Tillman

Senior Manager, Energy Regulatory
Analysis

Wal-Mart Stores, Inc.

2011 S.E. 10™ Street

Bentonville, AR 72716

Scott Wakefield

Attorney

Hienton & Curry, P.L.L.C.
5045 N. 12th Street, Suite 110
Phoenix, AZ 85014-3302
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Charles Wesselhoft

Deputy County Attorney

Pima éounty

32 North Stone Ave., Suite 2100
Tucson, AZ 85701

' Ken Wilson

i Western Resource Advocates
2260 Baseline Road, Suite 200

| Boulder, CO 80302

|
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| Gary Yaquinto

President & CEO

Arizona Investment Council

i 2100 N. Central Avenue, Suite 210
| Phoenix, AZ 85004

Ellen Zuckerman
Senior Associate

4231 E. Catalina Drive
Phoenix, AZ 85018

Anthony Wanger
President

IO Data Centers
615 N. 48th Street
Phoenix, AZ 85008

Karen White

Attorney

Air Force Utility Law Field Support
Center

AFLOA/JACL-ULFSC, 139 Barnes
Drive

Tyndall AFB, FL 32403

Warren Woodward
200 Sierra Road
Sedona, AZ 86336

Cynthia Zwick
2700 N. 3rd Street, Suite 3040
Phoenix, AZ 85004
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